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An Evaluation Of The Federal Power
Commission’s Rulemaking On Utilities’
Construction Work In Progresy

GAD was asked 1o review 2 proposed Federal
Power C.mmitsion rule to allow natursl gas
and z2iectric utility comoaniss ta include con-
stroction work in progress in their dasos for
ccmputing rates.

Tne -ulemaking order does not appear to
serve adequately sither of the purposes the
Commission originally envisioned. ', ne im-
mediate financial imsact aopears to be mini-
mal, and little chance will result in e utili-
ties’ aliowances for funcs vseg during con-
STrUCTION aSCounTS.

Of more importance, e ruiemaking sews a
precedent for the Commission to depart from
its historic “veea and useful® policy and pro-
vides an opening for utilizies to submit fumure
rate increas: filings with cost of conscruction
wark in progress in the rate base.
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COMPTROLLER GEN"RAL OF THE UNITED sram oo
S WASHINGTON, D.C. I0348 .

o B-lBOZZB

.. The Eonorable John E‘ Moss
‘ Chelrman, Subcommittee on Overs1ght
- - and Investigations '
.. Committee on Interstate and Foreign
Commerce : . _
 House of Represen*at1ves

:“Dear Mr. Cha1rman°:

. . In a March 29, 1976, letter, you requested us to review'.,
j.the Federal Power Comm1551on s proposed rulemaking, RM75-13, -

- which would allow naturil gas and electric utility companies .
“‘to dineclude construction work in progress initheir rate bases. .
- Because of your concern about the inpact on consumers if the -
 ..Commission ordered the rulemaking, you wanced us to determine = -
(1) the propriety of the” proposed Lulemaklng from the stand- . ..

.points of procedure and necessity, (2) the benefits that wrll'
accrue to. the utility industry if the proposed ‘rulemaking . .
goes into effect, and (3) the 1mpact of the rulemaklng on the
.rates currently belng pdld by utzlity customers. :

LW

e L On November 8, 1976 the Commission 1=sued a modlfled

~ " version of the orlglnal rulemaklng pronosal which would be- v

. come effective 30 days Irom the date of issuance unless the = -

,‘\,;vComm1551on granted a rehearing on the order. The rulemakrng.*p

- -Order No. 555, as approved by the Commrs«roﬁ, contarns three
;_major provisions. ‘

N

1 Netural gas plpeline companres are excluded from the
.Comm1551on order..

2. The Commxssxon w1ll permxt rate base treatment for
- pellution control and fuel couversion costs 1ncurred
by electric utilities in accordance wzth the terms
‘outlined in. the rulemak1ng. _

3. An in. extremls prov1 ion whereby unﬂer speczfxed cir-
cumstances the Commiusion will per .t, in individual
proceedlngs, includiny constructic.. work in progress .
- in the rate base when the ut111ty is in severe finan-
cial stress. - . . .

o The Conm1551on ] ectlons in formulatlng. processing, and
{"‘1_,_aporov1ng the proposed relemaking, RM75-13, followed the legal

- requirements for rulemaking contained in the Admianistrative .

. Procedures Act (5 U.5.C. 553) but some of the Commission's | :
normal actions for i: "ially proposing and processing a rulemaking
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i””}iproposal were bypasced. For example, at’ the tlme RM?S l3 wasffv

initiated, no analysis or’ study -was prepared supporting the
need for the rulemaking ané no proposal was made as to how

it would be implemented. Also, in contrast to normal proce=:

“dures, the Commission office respon51ble for initiating the

‘rulemaking proposal did not prepare a recommendation for L
.. Commission consideration following the staff analy51s of the
3,§respondents wrltten comments. : o

However, later Comm1551on memoranda and proposals aia-

© . address the question of implementation, and recommendatzons
. ... for Commission consideration were prepared before the final |

order on the rulemaking. Therefore, except for no detailed

" analysis demonstrating. the need for the ruleémaking, the only -
‘p~apparent effect of the Commission not following normal proce=
., -dures was the long perlod of uncettalnty for the utlllty ln-"
‘,Aidustry as to the: actual resolutlon of the proposal o .

X The Comm1551on did. not maintain a complete central file

containing a2ll pertinent documentation on the proposed rule- -

making. This lack of documentation made 1t difficult to .

- follow the steps taken by the CommlSSlon in proce551ng the
‘rulemaklng. - : :

We bel eve that,~a1though the Conm;ssmon has broad

B discretion in a rulemaking procedure, its public resoon51b11-_
- ity dictates a recordkeeping system that not only provides
- sufficient information for staff use but also makes avail-= =
.~ able to the public as much information as possible. We have .
~ recommended that the Chairman reguire a complete central lee
*ﬁto be malntalned for each rulemaklng._ :

The Commission 1n1t1a+ed the rulemaklng to provxde cur-'
rent financial relief to the utility industry.  Theée Commis-

.sion's assessment of the industry indicated that the utili-

ties were suffering from an acute cash shortage and that -

':_utllltles with large construction programs were having dif-
- ficulty borrowing funds at favorable interest rates.- The
ﬂiproposel to allow construction work in progress in the utili- "

ties' rate bases was expected to help overcome these flnan-

: clal problems.

As the Comm1551oners delayed tak1ng flnal action on the :

B sfoposed rulemaking; the financial condition of the utility

industry as a whole began to improve and the current finan-
cial need of the utilities was not the focal point for the
approved rulemaking order. Instead, the Commissioners

2
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ndec1ded to. only allow ce:tazn pollut:on conttol a: d conversion

- fac1l1ty costs in the rzte base because. of the prasent gener= .

. ation's commitment to pollution control or the controlled con-_
sumption of existing ‘stocks of natural resources. However,

the Commissioners did:not exclude ‘the p0551b111ty that cer-

.vutaln utilities might need financial help and included a pro=- °
- vision in the final order that allows-them to. expund the rule-

- making by authorizing -other construction costs in the rate
~bases fo: utzlxtxes demonstrat**g flnancxal hardsth.

. The Commzss:on ‘has excluded the natural gas companles .
from ‘the effects of the rulemaking. It determined that the

. ‘relatively small amount of the gas 1ndustr1es construction .

..~ work in progress account, -the different method of financing :

... larce: pro;ects,.and the uncertalnty ‘of the 1dent1ty of fu- f"
fture gas users Justlfled the exclu51on.< .

The Comm1ssxon has con51stent1y refused to allow con-*k

* struction werk. in: progress in a utility company's rate base
-and failed to act even though many of the utilities-were in

poor financial condltlon in ‘1974 and 1975. Now that, finan~

= cial inficators show 'the autility industry to be much improved

and able to compete in. the market for funds, the Commission

" _has elected to move ahead--on different grounds than origi- :
pnnally envisioned--and. allow at least some construction work -

in progress in the rate base. The financial impact of allow-f

"ing certain environmental costs .in rate base is not yet
- clear, but it does not appear to represent a large increase

in either industry benefits or consumer costs.. 'This is due

fjln part to the fact that nearly one-half of the State com-

rissions currently allow their Jurludlctlonal ut111t1es to

“"include some or ‘all construction work in progress costs in-

their rate bases... On _the basis of ‘the Commission's jnrzs-
dictional share of the uti 11ty industry, we estimated that,
if the $1.558 billion in pollut;on control costs recorded as

‘construction work -in progress on December 31, 1975, were
¢»allowed in the: ut111tles _rate bases, wholesale revenues °
‘ would increase only by about $12 mxlllon,’or 0.2 percent.

In our o 1n10n the rulemaklng does little to- achleve

'jthe purpose o. the orzglnal proposal to provide. substantial

financial relief to the industry.. However, it does estab=. .-

‘lish a precedent for future Comm1351on actions’ by remov1ng
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théuﬁuéedfan& useful”™ 1/ restrictions that governed‘prio:fL 

- Commission construction work in progress policy.

' The potential impact of the in gxtremis‘pravisions‘to';:-

-.permit construction work in ptogrEEs‘in the rate base of a

. utility demonstrating a severe financial situation appears
" to be much more important. Utilities with large ¢construction

. programs and-in a poor financial condition could submit a

rate increase.filing with construction work in progress in-

in the rate base. Commission approval.of the ‘requested in-
crease. could considerably raise wholesale rates to customers,
particularly if the Commission had jurisdiction over much of

. the utility's operations. . Although the provision allows
. The Commission to take prompt action to provide relief to
.. utilities in financial trouble, the incentive: for a utility =

. company to operate ‘in an efficient and prudent manner would
. appear to be reduced. = - : Ve T

'Commissibn,approvalndf"the:rulééékihg raices the pros- -

pect that the administrative workload of the staft will in- -
crease as.a result of more complex rate increase filings. .
“The Commission staff will now:have to accept all rate filings:
that include construction work-in progress costs in the rate o
- base. . Through staff analysis and possibly the full hearing
‘process, the reasonableness of the filing, including a deter-—
. mination of financial need, will have to ‘Le decided, and ‘
> allowing construction work in progress in the filing might
‘require additional time to resolve differences between the
‘utility and any intervenors contesting the rate filing.

" A more detailed discussion of these matters ic presented

"in appendix I.

Although your staff requested that the report not be
submitted for formal agency comments, we did discuss it
informally with the Commission Chairman and his assistant. -
Their comments have been -included in our report &s consid- =
ered appropriate. - o ‘ : o

This report contzins a recommendation to the Commission

. which is set forth on page 10. As you know, section 236 of ..
~the Legislative Reorganization Act of 157C recuires’the head
.of a Federal agency to submit a written statement on actions: .

. ;/it'haé been Commission poliéy not to allow construction

 work in progress in the rate base until such time as-
. the facility is completed and put into service..

4
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. taken on our recommendations to the Bouse and Senate Commit-

" tees on Government Operations not later than 60 days after :
-~ the date of the report and to the House and Senate Committees . . -
;;on nLppropriations with the agency's first regquest for appro-
‘vtlons made more ‘than 60 days after the gate of the report. L

, We will be in touch with your office in the ‘near future _{;
- to arrange for the release of the report to meet the requzre- .
' ments of sectlon 236. - . S ‘ E

" Comptroller General
‘ of‘therUnited States

N

"
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RFVIBV OF FPC S PROPOSED RULEMAKING

TO ALLOW CONSTRUCTION WORK IN PROGRESS IN

UTILITIES RATE BASES

he Pederal Power Comm;sszon (FPC), as one of the major

"‘rndnpendent regulatory agencies in the Federal Government,
Lregulates the interstate aspects.of the electric power - and SR
'“natur 1 gas industries. . Its regqulatory policies and deci--

si:nx directly or 1nd1rectly affect the great majority of

TT,U}ﬁﬁ consumers. of ‘electricity or natural gas. -

In aédition to u51ng 1ts ad]udrcatlve procedures, FPC

- establishes or amends its policies through ‘the rulemaking
‘;-process, an accepted method backed by abundant legal author-
Jity. Cne example of this procedure is a pollcy change con—'

cerning the treatment of utilities' conotructlon work:

. progress-account. FPC has approved a modified version of the?'

" proposed rulemaking, Docket No.- RM75-13, Amendments to Uni-
" form System cf Accounts-for public utilities and’ ‘licensees
-and for natural gas companies (classes A, B, C and' D) and

regulatlons under the Federal Power Act and the Natural-Gas

~nct, to include construction work in progress in-rate base..
 FPC first released the rulemaking proposal for. publlc com-
ment on November 14, 1974. Final approval of the modified.

version was glven at an FPC meeting held November 2, 1976 r

- and Order Nos J35 was issued on November 8 1976.

At the requese of uhalrnan John E. Moss, ue rev1ewed 3

“the entire rulemaking process in -terms of FPC compliance

with legal or established procedures, necessity for the

~rulemaking, and the impact of the rulemaklng on utl‘lty
‘ companles ‘and their: custoners. C . o

. RULEMAFTLG--LEGAL ADTHORITY
 AND_REQUIRENENTS

A rLle (or a regulat10n~~a term used 1nterchangeably

with rule) is the product of rulemaking, and rulemaking is.

pert of the administrative process resembling a legislature's
enactment of a statute. Rules estanlished pursuant to a - ‘
grant of power to make law through this procedure have the

- same force as statutes if they are valid. The-three tests -

of Valldl*y are ccnstltutlonallty _statutory'authority, and
proper procedure. , C . ‘

Federal agencies. are requlred to follow the rule-

vmaklng procedures contalned in the Admrwrstratrve
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./ Procedures Act, (3 U. S c. 553) General notlce of # proposed
irulemaklng is to be’ publluhed in the Federal Regizt:r, unless’

persons subject thereto ave: named and either personlly served

_or otherwise notified. ' After the notice has been published,
- the agency gives 1nterestnd persons -an opportunxty 0. comment
-on the rulémaking througn submission. of written datz, views,

or ‘arguments, with or without opporuntity. for oral. mresenta—'

 ‘t1on. After. covv-derlng the relevant matter’ presented, the =
.~agency incorporates in the rules adopted a concise general
statement of thzir basis and purpose. A new rule generally

cannot become effective until 30 days after publication and.

fjeach agency aives an.interested person the right’ to- petltlonj“
”;for the 1squdnce, amendment, o§'~~peal of a rule. .

Procedarally, ‘no requlremcﬂte are placed on- Federal ‘

J égenc1e= before -the time - the notice of proposed rulemaking =

is published -in the Federal Reglster.-ﬂln other words,'agen-.r=*

‘cles are not required to ‘maintain ary documentatlon supvort—,'
11ng or ]ustlfylng a dec151on to progose a rule. ’

ASSESSH”NT OF PROCEDURBS FOLLOWED

IR PIQPOSED RULEMAKING :

4

a

Tne procedures FPC lelowed 1n RM7S 13 were legally in-

ffjcoxformance with the requirements of the Administrative Pro- - -
_cedures Act, but the initial Steps in preoposing and process= .
“ing the rulemaklng deviated somewhat from the procedures
~genarally followed .in other: "FPC rulemaking proceedings. Slnce

FEC actions before the’ .finadl approval of the rulemaking pro-
posal addressed the issues not previously covered, the only .

. apparent effect of the deviation from normal procedures was

the 1ong period of uncertainty for the utility industry as

to FP 's evennual resolutzon of the 'ulemakxng.

We found that the FPC s central 111&5 whlch should
contain complete records of all data pertaining to-the rule-

making were of 11ttle use in determining the rationale for .

 and later ‘processing procedures of the rulemaklng proposal. -
we ‘recognize that FPC heas broad discretion in a rulemaking

. proceeding but believe that its public responsibilirty dlctates

a better recordkeeping system. Therefore, we believe that -

' actlon should be taken to 1mprove the central fxle sy tem._

:Iﬂternal nrocedures generally
: lllowed by FPC .

FPC has few formal proceaures other than

"thooé contaxned xn the Admlnlstratzve Procedu:es’Act
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»_-chever, we found that 1ts practlces in rulemaklng ca'es .
,generally follow a con51stent pattern. s s L

o Accordlng to FPC officials, a rulemakxng is generally E
initiated with a memorandum to the Commissioners from one or

. ‘;more of ‘the departments within FPC. They told us that the
_department that submits a recommendation for a rulemaking
. proposal usually makes some type of ana1y51s or study sup=

porting the need for the rulemaklng. In the event of a pro-
posed change in the Commission's Uniform System of Accounts-=' .
as RM75-13 was initiallv considered to be--the proposal may
-even be dlscussed with utlllty 1ndustry and State utlllty :
, commissicn representatives ‘and their views ‘considered in mak-

.~ ing the proposal. However, the FPC's Only formal Just1fl—
_‘cation. supplied to the public is conta1nec in the notlce of -
-_oroposed rulemakxng. "

Accordlng to FPC s General Counsel, the Commxssxoners
y cons;der the initiating memorandum and, if the- recomnenda—"
. tions are approved, ‘the memorahdum is referred to the Offlce
‘0of General Counsel or back to the department initiating the
rulemaking. An attorney from'the Office of the Gereral
Counsel or a member of the departmen ‘initiating the rule-

.making is then a551gneo to review. the proposal, all pertlnent_f'

statutory’ prov151ons, and prior FPC decisions .which would. be
faffected by, or have some bearing on, the proceeding.- ‘The .
" person . :ssigned then prepares a notice of prcposed ‘tulemaking
_for final action. The proposal is reviewed by the appro- .
prlate person within the Office of General Counsel with re-
view resnonsxbllltles-*an ‘assistant- to the General Counsel
_or sone other senior lawyer hav1ng responsibility over the
‘subject-matter of ‘the proceeding. The follcwup review is

" conducted by the head of the department initiating. the rule-

maklng, the General Counsel, and finally, the Comm1551oners.
Rfter Commissioner approval, the proposed rul- is publlshed
~in the :eceral Reglste~ as indicated.

We were told that norrel]y the bureau or office that
mskes the original recomnendation for the rulemaking .is also
given the responsibility for analyzing the written comments
submitted by respondents to the rulemaking and recommendlng '

. the action: to be taken by the Commissioners.  In addition-
. to receiving written conments on a proposed rtulemaking, the -
“Commissioners can order a forral hearlng or ‘holé oral argu=-

ments. Ip such cases the secretary issues a public notice
- and fixes the date by which'0utside parties -may reguest
permission to pa:t1c1p . These heariags are open to the

“'publlc._
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The wrltten comments 1nd orel arguments are then

1_ consxdered by FPC staff and an order promulgiating the rule.
. .is prepared by the responsrble party and rev:ewed by the - ,
“Office of General Counsel. ‘The order incorpcrates the basis - °

and purpose of the adopted rule 2ud 'is subject to the sane
approval. noted above in connection with the issuance of a

" notice. Follow;ng CommszLOner approval, the order is then j'

1.751190. o

Accordlng to FDC s General Counsel, the txme that

' elapses between the first overt act -towards drawing up a rule -

and the date of publlcatlon of the notice in the Federal Reg-'

_-1ster varies from rule to rule and depends on. the degree of
‘»c0mprex1ty and urgency of the proposal .

FPC malntalns a central file of all’ cases acceoted for

processing. - These docket files are separated into. public
Tand nonpubllc categorles w1th specific data tecords kept in o
- each file.- However, ‘all- data that pertalns to a specrflc S
.docket 1s to be 1n elther one or the other flle. ’ SRR

Procedures for Rh?S 13 dev1ated

from nornal Dattern

As 1ndlcated prev1ously, a rulemaklng proceedlng is

: generally initiated with a memorandum from one or more of

the departments within FPC. 1In the case of RM75~13, the

directive to prepare the ‘pProposed rulemaking criginated with
‘the Commissioners. .However, the timing and sequence of events.

surrounding the proposal was. not clear because FPC did not

"~ have a complete record- of rulemaking proceedlngs in one cen=

tral file location. Individual Commissioners or FPC staff .
that parf1c1pated in ‘preparing rulemaking aocumentat1on gen=
erally kept copies of their own contrlbutlon, but’even these -
were not always reaoll" available. . .

mhe only wrrtten record available was an FPC staff

" memorandum, dated August 29, 1974, which stated that the

Commissioners had directed the Office of ‘Accounting and

" Finance (OAF) to. prepare a’ rulemaking on construction work

in progress for their consideration. FPC's General Counsel

'said that- the proposzl was made by the former. FPC Chairman
‘during a Commissioners' meeting in August 1974 The former

Chairman concurred in. this statement but’ enpha51zed that he
had spoken for all Commissioners in making the reguest to

OAF. and 1t was not a unilateral dec1sron on. h1s part

' ThlS method of orxglnatlng ‘a rulemakzng is somewhat

' unusual, because a rulemakxng is generally initiated by a
'nenoranaum to the Comm1551oners w1th ‘the need for the
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rulemakzng supported by some ype of analy51s or study. 'No

. . analysis or study supporting the propose "rulemaking was -
- available to the Commissioners before r ;uestlng the pro-"
. posal nor were they prepared by the OAF staff. glven the
'respon51b111ty for draftlng the proposal. - S

However, an FPC off1c1al stated that two studles con-t'f‘

o cerned with the financial condition of the electric utility
© - _industry were publxcly released in September: 1974." One study,
" preparvifi- by FPC's Office of Economics, =nalyzed the financial
.Vreql»‘-mcnts of the electric utility industry for the period -
. 15779 and identified means of meeting them. The study also

:araiyzed the relative impacts of a number of pollcy alterna-

. “tive:z of theése financial reguirements.- The second study was

- preg:red by OAF staff who were not involved in preparing the.

rulemaking proposal. This study was similar t> the Office

f-of Economics study and. examined the oresent and prospectlve
financing problems. of the electrlc utxlxty ‘industry.. ‘It

offerec eight policy options that FPC and State regulatory
mmissions could consider to- enable-the industry to meet

”the challenges of the future. . The FPC official could not

1dent1ry a direct relationship between these studies issued
in September 1974 and the preparation of the proposed rule-
naklng a month earlier. He did say that the Commissioners

. were no doubt aware of these studies as they dellberated the o

proposed rulemakrng in the fall of 1974

“The notice -of pcoposed rulemeklng, as publlshed in the
Federal Reglster, contained no plen for 1mplenent1ng the rule
if &dopted. OAF's Chief Accountant said this was unusual,
althouch FPC's General Counsel said that an 1npleﬂentat10n

.plan was to be determined after comments hao Been.'recéived”
- on ‘the proposed rulemaklng ‘Wwe noted that one of the major

difficulties FPC faced in agreeing on an acceptable rulemak—

“1ng was the resolutlon of the rmplementatlon questlon.

FPC recelved 160 wrltten comments .on the proposed rule—~
making. The comments displayed a sharp division of opinion

~on the FPC proposal. Virtually all resulatory private elec--
tric utilities and gas pipelines supported the proposals;

consumer groups, electric cooperatives, and publicly owned

i - systems were strongly opposed. The comments also disclosed

various administrative problems, incentive effects, :and po~ -
tentially discriminatory results. . : g

FPC action taken after receipt of wrltfen'conments on

- RM75-13 seemed to deviate from their normal procedure of
- analy21ng the written comments and forwarding them with a. -

recommended rulemaking to the Commissioners for consideration.
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' ii.The Comm1551on Cha1rman requested: that OAF- prepare a pre11m1-
©U - nary aesessment of the 160 written comments. This was. com—:
'-jpleted and sent to the Commissioners on June 3¢, 1975, "The

item was put on their agenda for July 11 and July 30, rat the,'

nmatter was not dxscussed elther tlme.

Follow1nc the prellmlnary assessment ‘the OAF staff made

;. their detalled analysis of the comments and prepared a draft
. proposal of the rulemaking (this step followed normal proce=-
rdures). ThlS August 18, 1975, draft was circulated: for com-
~'ment among cognizant FPC offices. On the basis ¢f the com-
- -ments received, a final draft proposal was. prepared recon~ N
- mending that the rulemaking be implemented on an ad hoc' basis.

However, the OAF chief accountant, as final reviewing: offlcer,r
did not agree with the staff recommendation.  He felt the .~

ﬁ,wrulemaklna was a policy not an. accountlng matter and that OAF
:_ﬁ‘should not make a recommendation on the proposal. Conse- :
> guently, on December 8, 1975, he forwarded to the Commis-

51oners ‘only the. staff analy31s of the wrxtten comments.:

: ‘ Later actlons taken on the
'»-prooo ed rulemaklng

OAF s analyszs of the comments was placed on the aqenda

,},“for ‘discussion on December 10, 1975. The discussion was . - -
“postponed until December: 17 and again until December 31,  Our
~review of these agendas and discussion with respons1ble FPC:
‘staff indicated that the- tulemaking issue:did not appear on

.. the December 31 agenda and was not formairy dxscusaed untll'

'“».July 14 1976 , '

Although RM75-13 was not dlScussed in a Comm1551oners‘

'~'tmeet1ng until the July date, they apoarently accepted OAF's

assessment ‘that the - rulemaklng was not an accounting prob=

t lem.” Memoranda covering various aspects of the rulemaking..
V‘E:submltted after December 8, 1975, were prepared by FPC '
- offices. other than OAF. - -

-On December 17, 1975 staff members from"FPC s Offiee

m.of Economlcs submltted a memorandum dlscu551ng the extent to
" which 'treatment of construction work in- ‘progress (CWIP) may -

‘affect management decisions concerning..types of electric- - - <
generating plants to be built (no conclusion was reached). :

On. December 18, 1975, the Assistant General Counsel for=-

warded a memorandum supportlng his opinion that no legal

bar exxsts to 1nc1ud1na CWIP 1n utllltles _rate bases.

-The.Ch1ef, Offlce of Economlcs, submltted a secona' |
memorandum, dated December 22, 1975, in which he reviewed.

- certain resoondents wrltten conments ana offered the con-’a
, clus;on



IR that it would be 1nadv1sable for the. ,omf_
mission to ‘adopt a general policy of rate base .
treatment for CWIP. Instead, I would rec>mmend.
. requiring a utility desiring CWIP in'rate base - .
to demonstrate special circumstances (e.¢., major.
) obstacles to new financing, compatability with
“gtate regulat1on, exceptlonally heavy CWIP fi=...
”»nancxna) : A _ _ o

Followxng the recelpt of ‘the above memoranduns, FPC
\ announCed ‘on January 23, 1976, that it would hold oral
arguments on- the proposed rulemaklng in New York City on:

‘:fr,'March 8, 1976.. The oral argument was held as scheduled w1th
. 50 tespondents partrcxpatlng. L LT . :

, On March 3y 1976 Just before the oral arguments were - -
,held ‘the Chlef, D1v151on of Economic Studles, Office of.
 Economics, submitted -a memoranduw .to FPC at the Chairman's

“reguest.. He- presented a brief analysxs of the financial -
effects of putting CWIP in the rate base, generally repeat- _ ,
ing points .that had been covered 1n respondents reblxes to S

'r~the 1n1t1al 24 posal.‘.

A

‘ Pollow1ng che completlon of the oral- arguments on ,
March 8, 1976, the FPC Chairman gave his assistant and the
Chief, DlVlSLOn of Economic Studies, Office. of Economics, -
the responsibility for analyzing the oral arguments and pre-
. paring a draft order on the proposed rulemaking .for Commis-
. sioners' consideration. . Two memorandums for:'Commissioners'
- information were prepared on March 18 and 26,.1976, which.
_set forth Offlce of Econom1~s thought. These memor andums
served as the basis for a draft proposal that was offered
for consideration at a July 14, 1976, Commissioner: meetlng.
Basically, the proposal excluded gas pipeline companies . from. .
_ the rulemak;ng, allowed in ' the rate base all costs incurred
by utilities for pollutlon control deV1ce “&nd for convertlng

 facilities from gas to oil or coal and oil to coal, and

stated FPC would consider 1nc1udlng other CWIP costs in the
rate base if 50 percent or more of ‘the sales of the affected

©.. company are subject to FPC ]UIlSdlCt on or to the jurisdic-

_lfu]‘

-
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tion of States that allow CWIP ia rate bases. -However, the
CWIP costs that would be considered were limited to that -
amount necessary to brlng the company's pretax 1nterest cover—.
- age ratlo to 2.5 u51ng the followlng computatlon-

(Ooeratlng income + Federal taxes)
Interest expense
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Naturaljgaé'¢ompaniesﬁ§eré excluded from‘;heyzulémaking o
because FPC determined that the relatively small amount of :

the gas industries' CWIP accounts, the different method of

. financing large projects, and the uncertainty of the identity
of future gas users justified the exclusion. . Custs for pollu- .

tion control devices and conversion facilities were justified

- on the basis of FPC's assessment that the present ‘generation -

caused the pollution requiring .the controls and it has recog-

‘nized the need for containing the pollution.-

. The Commissioners considered the draft-propdsa1 on‘ ,
July 14, 1976, and again on July 15, 1976. The Commissioners

~ all agreed that pollution control and conversion costs should
‘be allowed in the rate base. The majority agreed there should .

pe some test for allowing other CWIP costs in the rate base

 but they had .questions concerning the test criteria as stated .
" in the rulemaking proposal. - Therefore, no final vote was

taken and the Chairman referred the draft proposal back. to

‘the staff1for additional“workf

: On‘SEptémber 15, 1976, the Commissién diséussed twde' -

‘étaff memorandums .concerned with the proposed rulemaking.

8oth the Bureau of Power and Office of Economics staff that .

- prepared the memorandums favored allowing pollution control

and conversion costs in the rate base but did not propose

“retaining the test criteria as given in the July proposal.
 The Commissioners present agreed with the staff position

but again delayed making a final decision. .

On September 29, 1976, the-CommissionersAdisthssed é
revised draft proposal that reflected FPC's concern over

‘allowing utility companies to include CWIP in their. rate -

bases if they met certain prescribed tests. This test re-

"guirement. was deleted in its entirety, and it was proposed

that only pollution control or conversion costs would be

allowed in rate bases. Gas. pipelinevcompanies‘were still

excluded and an open-end clause was added by which the Com-
rnissioners reserved the right to make future decisions on
allowing other CWIP costs in rate bases. The proposal was
generally acceptable to. the Commissioners, but they wanted -
some estimate of the potential impact and a better defini- .

~ tion of exactly what items would be included in rate bases. -

Consequently, the Commissioners again delayed taking a final

- vote.

‘The proposed ruiemakiﬁg_was hext,discussed*on'Octdbéz 6,
1976.. General agreement was reached with the exception of

one objection to the open-end clause giving the Commissioners

~the right to add other CWIP costs in’ the future. ‘Discussion

.1‘8_v
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7”of that 1ssue was postponed until the meetlng scheduled for

Octobet 13 1976

The rulemaklng proposal was - not dlscussed at the Octo-'

- - ‘ber. 13 1976, meeting as scheduled. On October 20, 1976,
- ‘the Comm1551oners discussed (1) the revisions made to the
-;,September 24, 1976, draft (2) a new propesal that limited v
: irate base treatment of CWIP to pollution contrel and conver= ' .

sion retroflttlng costs and excluded the open-end clause,

~and (3) an in extremis clause to the new proposal that au-
-thorized the Commissioners to permit, in individual proceed-

ings, including CWIP in a rate base when the utility was in

.- ‘severe financial stress. Faced with the choice: of making
" a selection from the three options, the Comm1551oners agreed*
_to delay the decision for 1 addltlonal week : .

On November 2, 139786, after acknowledglng the fact that

3‘ther would be ‘a rehearing on the order, a majority of the
‘Commissioners voted to accept the rulemaking proposal that -
, ‘limited rate base treatment to pollution control and conver-,‘.
" .. sion costs as. amended by the in extremis provision. The
L rulemaklng order was issued on Novemoer 8y 1976 ‘

_Conclu51ons

_ We recognlze that FPC has broad dlscretlon in how 1t
proceeds in the rulemaking process ‘and that relatlvely few
steps are legally recuired. .In our opinion, however, the

deviations from normally'followed FPC. procedures in initiallyu 

proposing and processing.the draft CWIP rulemaking order did

- not prov1de the Commissioners with sufficient: 1nformat10n ‘to
. act ‘expeditiously on the rulemaklng proposal..  This had the
effect of lengthening the time reguired for FPC to act on

the proposal and extended the pericd of uncertainty for-the.
u*lllty industry as to the f1na1 resolutlon of the rulemak=

: 1ng proposal

Also, in view of FPC's responsxb111ty to- keep the publlc a
informed of its activities and to act in an efficient manner,-

" 'we believe that good management practices that go beyond the

‘legal requlrements 'should be. followed when uslng rulemaklng

“.procedurts.

- These’ practlces should 1nc1ude not only preparlng

' pertinent documentation charting FEC actions, but also main-

‘taining a complete central file acce551ble to both the publlc_
and FPC staff. ‘
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'f:RecommendatLQn to the Cuaxrman. F”C

We recommend that -he Chalrman, FPC, requ1re that a com="

plete central file be maintained for each rulemaking. In
. our opinion, this file should contain all memoran-a, studies,
- 'analyses; or other documentation pertaining-to thz rulemaking
. and should be readily available to all interested parties.

The present distinction between data filed in the nonpublic ‘
versus the public file should be reexamined with as much data_ S

-, as p0551b1e made av=11ab1e to the. publlc.

'1”Aqency commen*s and our evaluatlon

A In comment1ng 1n£ormally on our recommendatlon the FPC

- 'Chairman recognized the need to improve the administrative

w‘,organlzatlon, including. the central files, at- FPC. He said.

°. -that on September 23, 1976, he approved Administrative Order
. No. ‘161 which establlshed the Office of Regulatory Support

Services. This office will be reSpon51b1e for. providing .

~skilled profe551ona1 records management- services for FPC,_

including processing and- controlllng the off1c1a1 FPC.

'".dockets aﬂd central flles..

: he found that under Order No. 161 the FPC staff made:

- preliminary plans to improve the records management services,
although the implementation method is still uncertain. One
‘part of the plan relates directly to our concern about cen-

“tral file content  and if properly 1mp1emented should re= .

solve the central flle 1 sue.

, NECESSITY FOR IMPLEMENTING
.~ THE PROPOSED RULEMAKING

The Federal Power Comm1s51on s 1n1t1al and pr:mary pur-'
pose. for-allowing CWIP in a utility's rate base was “to help

" alleviate the current financing problems being experlenced

- by utlllty conpanies."” The extremely unfavorable money

- market conditions of 1974 prompted FPC to propose’ including

. CWIP in the rate base to lessen utilities' cash flow problems.

As7the»cbmmissi¢ners'delayed»taking final action on
the proposed rulemaking, -the financial condition of the util- =

ity industry as a whole began to improve. Our analysis of

current financial data provided by FPC and obtained. from pub-
lications of various financial services indicates that the '

o -problems faced by the electric utility industry in 1974 have

diminished. This view was supported by an OAF study com-
pleted in July 1976. The improved finaicial condition of the
industry, therefore, raises: questlons as to whether the rule—_-'

making was really needed..

10
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Studies in 1974 disclosed

- Gtilities' financial problems

“Before publishing the Notice of Proposed Rulenaking in

‘wnbvember‘1974, FPC issued two studies analyzing the current.
- and prospectivevconditions,of»the electric utility industry..
EPC focused on the electric utility-industry‘because>it felt -

that the financial problems of the electric utilities were .
more severe than those of the natural gas companies. Con-

- 'sequently, theére were no studies of the financial condition
_ of natural gas companies. o S TR SORES

. The studies discussed the effect on the electric util-
ity industry of»inflation,'high“interest rates, and other
factors with reference to their impact on future financial -
reguirements. The Studies'also_contained'assessments of

' various policy alternatives which, if implemented, would"

affect utilities’ financial conditions.

_:_  Ona study prepared by OAF analyzed 116 electfic'__’
~companies from an operational, financial, and market view-

R 2/ electric utilities as an aggregate group.. . DAF examinéd_'
the trends of the following financial indicators, for the

. Leriod 1969-73, which it believed best measured the financial

capability of each company:

Financial risk

--Pretax interest coverage (the number of times interest
costs are covered by pretax earnings). ‘ :

' --Common equity ratio (the percentage of total per-
- manent capital that is contributed by commor stock-.
. holders). T : o o

Operating efficiency

--Gross piant turﬁovérsk(the‘number'of times.gross
- revenues exceed gross plant valuation). '

l/Class\A utilities are those with operating revenues of

~7"$2.5 million or more.

2/Class B utilities are those with annual revenués df!$I mil-

T lion or ‘more but less than $2.5 million. , .

, 1

4
f
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5Qua11tv of earnlnqs

y.--Allowance for funds used durrng constructlon (AFUDC)
{interest on funds used for construction progects
" that has been capltallzed and credited to current
1ncome--expressed as a percent of 1ncome)

"jProfltabllity ratlos

kﬁ--Barnings per share (the net amount from earnlngs that
‘ 1s avarlable to comnon stockholders)

j--Return on common equity (the earnings avallable to
" common stockholders after preferred dividends have
been pa1d—-expressed as a percert of ccmmon equlty)

f;—-Return on total caprtal (gross income as a percent o
of total permanent cap1ta1) ' ‘ , o

'“_ffMarket assessment of rlsk

::lj‘-—Prlce-earnlngs ratlo (the earnrngs per share d1v1ded
into the market pr1ce of the stock). S :

'f--narket -to-book ratio (the market price of common stock
olvrded by its book" value) ‘ ' J

The study concluded that (1) frnancral risks. of electr1c
ut111t1es had 1ncreased significantly, (2) rating agen01es
had acknowledged the increased risk by dropplng utilities" :
bond ratings, and (3) electric utilities were’ in a poor posr-
tlon to attract ‘additional’ capltal C

v The FPC staff also noted that, ‘among tha many problems
whlch emerged during the rapidly changing cconomic' and finan<

‘¢ial environment of the last few years, +two problems  demanded .

immediate attention. The first. probler concerned the’ utili-
ties' liquidity. positions--they were suffering from an acute
_cash shortage. The second problém involved the utilities'
~rates of return on 1nvestment--e*ther the utilities could not
earn the rate of return authorized by the regulatory authori-
ties’ or the rate of return akthorrzed was 1nadequate._

To help alleviate t.e problems 1dent1f1ed, e1ther di-
rectly or indirectly, the OAF staff suggested erght pollcy
optrons, one of which was to allow the CWIP cost to be in-
‘cluded in. a utility's rate base. Among the other optiuns '
were provisions.co (1) increase investment tak credits '
(2) base allouable rates of return on. future costs 1nstead
of hrstorlral test perzods, (3) use tax~exempt bonds for

12
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_vpollution—contfoijfaciliiies, (4) expand the use of automa-
“tic adjustment clauses;

:ties.
" jurisdiction over the companies and could offer little help

~ applies.

‘were used

" APIENDIX T

and (5) allow utilities to account

ffor.the;diffe:enCe,betweén~taxesfcolleCtedfand.taxgs_paid,
over a longer period of time. o ' C o

" While preparing the study, OAF .identified 27 clectric
utiiities and 5 electric utility holding companies that ap-’

‘peared to be in a relatively weak financial ‘condition in - ‘.-

relation to the other companies studied.  The 5 holding
companies rep:esentedgzs_electric‘utilities;vthereﬁofei

,.“vas many as 52-utilitiesvwere.infqhestidnablé financial condi~
. tion in September '1974.°

The OAF staff did not identify the
financial difficul-

specific problems causing the utilities’
FPC had limited

"An OAF. official said:that. in many cases

other than to:ihCrease;the_utilities?,rates<of,return on whole-

- 'sale sales and to limit ‘suspensions on.rate increase filings
“t0 1 day. .

. latory procésSjto.beua:Stateﬂprerogative,,FPCThad-hot-made S

" any.efforts to work with State commissions in solving these '
”‘financing[problems,-‘al Do e s C ,

" Although it considered assistance through the regu-

' Current assessment of utilities'
" financial conditions

There is little question that thefgtility industry has

“rebdunded financially from thé*circumstaﬁtes‘it-found itself
" in during 1974 and early 1875.

FPC staff studies and memoran=

dums indicate that, with some exceptions, the overall finan-

. cial conditions of the utilities have improved and that much

of the rationale for allowing CWIP in the rate base no longer

This
situation

assessment confirmed our analysis of the current
in which we used essentially the same utilities as
in FPC's 1974 'study. We used eight of the nine’
financial indicators”(previOUSly defined) included in FPC's’
1974 study and added data for 1874 and 1975 ‘as shown. below.

Allowsnce for. o : o :

:undg used - ' Return on - Larnings Aeturn on - Price=- .
.. during averpge common earnings. Msrket-to-
cengtruction  total capital equity ratio book ratio

© Common
_equity
ratio

Pretax
inverest

e per
Yesr coveraae Ehare

.Ble §2.18 - 11.77¢ 12.22 1.47 >
Jd20 2.36 12.30 10.68 1036

© - 2448 11.56 9.78 .15
.90 2.1770 10.73 7.88 " 0.85
.51 . 2.3 11.58 7.00 '0.84

T1571. 3.57 25,828, 20,54V 0 -
1972 3:9% 35.70 23.42°

1973 . 3.36 L3574 30.03

1574 2.96 35,20 . -34.50

1975 3.0% . 34.88 29.22

o =3 G 0D =3
.
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l U Usmg 1971 stat15t1cs as the. base year, the ana lys's

* shows a gradual decline in the utilities' financial condi-

I ‘ tions through 1974, with a general recovery startine in 1975, .

_.The two major exceptions to the improvement were tho price-
.earning ratio and the market-to-hook.ratio, both- 1nc1cat1ve
‘of the market's uncertainLy as to the utility industry's.

I . future financial stablllty.' This guestionable investment ‘

potent1a1 is also shown in the continued decline in the
‘percentage of common egquity used to finance the industry. .

l . .-The remaining five indicators showed measured [improvement

 from 1974 to 1975, thh earnxngs per share exceedlng the
1971 level. :

Varlous analyses completed by respected frnanc1al serv- ..
- ices indicate that the improving trends should continue in-
" 1976.  Two such analyses by the Argus Research Corporation .-

‘and the Value Line Invecstment Survey demonstrate this opt1-'

‘mism. The Argus analysrs predrcts many companies will
undergo upward price-earnings ratio evaluations and the .
quality’ of utr11ty earnings will improve. The .Value Line
Survey predicts that the "electric-utility: 1ndustry has
recoverad from its worst slump in decades" and ‘alsoindicates
~that the quality. of ut111ty earnings will 1mprove. Therefore,
it appears the utilities’ f1nanc1ng problems are being allevi--
ated, at leaat to sone extent, by 1mproved market condltlons.

o 4h
.

-

,<"x o FPC dld little +*o assess the CWIP Lssue and the necessxty
. for the rulemaking until nearly 16 months after the initial.
proposal was publlcly announced.

On March 18, 1976, a memorandum from the Offlce of g
“‘Economics to the Office of “he Commissioners suggestec that

FPC consider rate-filings on a case-by-case basis and only ,
allow CWIP in the rate base when a compan" ‘meets the follcw1ng-
crlterla.' ;

~~The company needs the plant expansion or 1mn'ovement
to supply energy with reasonable relrabllrty in con--
junction with env1ronmenta1 and public policy objec--
tives. v _ , 4

'i--°xterna1 capltal markets are exther too c05t1y or : .
totally unavailable to meet the capltal needs of such
expan51on and xmprovement , L

. Thls memorandum ‘alsc hrghlrghts several reasons for in-

cludlng CWIP in the rate base. However, the information in
‘the :memorandum that provrdes support for 1nc1ud1ng CkIP lS :
based on 1974 data._ s ,

BT VR
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- In July‘1976 OAF prepared "B Study of the "apltal Needs L

‘ and Capxtal Attraction Ability of the Electric Utility In-

dustrv. This study indicated that a ‘general concensus seems

.} to be that the financial condition. of the industrv is much

improved over the conditions that exlsteo 2 year: ago. Util-
ity companies' customer: growth, sales, revenues, and income
.available for common stockholders have generally: increased,
and bu51ness and f1nanc1a1 risk has been reduced

_ The Office of Economlcs submxtted another memorandum
“to the Commissioners on August 23, 197¢. This memorandum
recommended (1) FPC permit pcllution control and conversion .
costs in the rate base if the costs could be defined to avoid
‘adjudication and .(2) FPC leave open the possxbxlzty of per-

- mitting . .additional CWIP in the rate base if certain condi-

tions were met, ‘However, using financial data available.

- through. March 1976, th?» staff pointed out: ‘that the 1974

‘rationale for including. CWIP is no longer appllcable and that .
prompt regulatory action by FEC and State commzssxons is more_
valuable than tPC allow'xc Cw IP in the rate baae.. SR

Conclu51ons

. We belleve that, in view of the merovrng fxnancxa; condx-
‘tion of the electric utility industry, a more definitive anal-
‘ysis of the immediate need for tne rulermaking should have been .

.fmade befcre *he final de:ision. This analysis should have
~included as mlnlmum (1; an assessment of the current flnan-

.clal condltlon of .the utility industrys partzcularly for op-
tions available for financing environmental fccility costs:
‘ané .utilities in a precerious financial position and, (2) a

'-crxtrcal evaluation of the policy options proposeo in 1974,

their implementation statue and their potentxal for providing.
the financial &ssistance reculred by the utilizy Lndustry or
by 1ncxv1dual utllxty companles in today's environment.

POTENTIAY IWPPCT OF THE DROPOSED nJLEMAKING

: PPC intended that the meedxate xmpact of the prooosed
rulcmakxng would be to improve the cash flow of the utility

' compan1eg. “A seconcary purpose of ‘the rulemaking was to mini-

‘mize the impact of the AFUDC &ccount and improve the wutili~
“ties' "guality of earnings® by reducing the percentuce of
noncasn 1ncome crecltec to the earnlngq account. :

The rulemaklng Order No. 555, lSSULd on November 2. r976,
aopears to achieve nelther of these objectives. The n%aL=
term dollar .impact of the rulemaking on utility ea: ainys is

- expected to’ be rela txvely small. The extent oI any future

15
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effects w1ll depend on FPC's acceptance of a utxl e company s
.claim of financial hardsh:i p and approval of its petition to
include CWIP costs. in’ the rate base to allevzate thr hard- =
shxps._ : :

A more imporcait 1mpdct of the rulemaklng orde1 may bz
on FPC's abxllty to adeguately regulate the industry. The .

cases that continues to grow., Increased numbers of rate .
filing cases are not anticipated.. - However, the present limi~
tations in the order &3 to the evironmental costs that will
be considered and the uncertain definitions of thesewcostsv

~could reguire more detailed analysis of the cases by the

staff and might result in extended hearlngs for each case.
‘In addition, the. in ¢ extremis provision of. the order makes
~it mandatory . that the statf accept foi filing each rate in-

- crease -case and. analyze every case - aubmltted WILh CWIP in
the rate base. : S L :

Current method of accountlng '
for constructlon costs =

FPC has . con51stentlv refused to allow a utlllty to.

'-‘1nciude CWIP costs in 'its rate base unt11 such facilities-

become “"used an*_“seful.f Untll such time as: the'rac111ty is
*completed and put into servxce, constructlon costs are accumu-
lated in a LWIP account.

 As construction is conpleted the associated costs are
transferred from CWIP to the’ utlllty s plant- in-service ac-=
.count. When FPC: approves, the . costs are considered as part,
of the rate base for ratemaking purposes and the utility is
"allowed to- begin’ debrec1at*ng the asset and earnlng a rate.
. of return.

For many years, pre5cr1bed systems of accounts for regu—
lated companies have considered the actual and imputed inter- .
‘est costs for externally and internally generated construc—. .

. tion funds to be Jegitimate construction costs., Under FPC's

" Uniform System of Accounts, utilities use an AFUDC account to
record actual interest cost for externally genera~a? ~om=tryc-
~tion funds and an imputed rnterest cost for the use our runds
1nternally generated., These. interest costs ‘accumulate during
the construction perlod, and when the plant under construction

' is placed -in service, the related .AFUDC expense becomes part’ SR

of the rate base along with dicrect construction costs. The

.. interest costs are -rzcevered in. ut111ty rates through the

deprecxatlon ex;cnse allowance the same as . for physzcal
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assets. The éllcwedwra:és alSo-inClﬁde a return on the
“unrecovered AFUDC amounts .in the same manner as any other
unrecovered plant costs. LT o T

e .7 'although both the AFUD and CRIP accounts represent
B " capitalized costs that are recovered over the life of the
I ‘ : " asset, thete is one major difference. The AFUDC amounts -
. “capitalized each year in the accounting records are accounted .
RIS . “for as income in the annual. financial statements even though. o
I .~ 7. there is no matching cash flow to the utility until the con-
-, ... gtruction work is completed. As the amount of interest.cap-
© ~italized each year has grown. larger, financial analysts have
e - - tended to view this increasing proportion of utility noncash
\l - 7 . income as "poor guality" earnings. This market ‘assessment of
- " . earnings ha3 reportedly made it gifficult .for utility compan=-
e oo .. ies with large construction programs to-borrow funds at favor='
/l " able interest rates and has been-a matter-of FPC concern:

- Fipancial impact -of the .
rulemaking order : '

I .- -The financial impact of the rulemaking can be determined
‘with some degree of certainty only for the FPC-regulated

e - wholesale electric power market. Even if the provisions of
I'_'. s the order were to be incorporated into all State regulatory -
Lo ©~  guidelines, the total effect would be greatly reduced because.
A0 0 nearly one-half of 'the State commissions ‘currently allow their .
l " jurisdictional utilities to include some or.all CWIP cost in
a . their rate bases. . S S - o

_ PFBC has estimated that, if the $1.558 billion in con-.
struction costs for pollution control equipment reported in
1975 by jurisdictional utilities had been allowed in rate .=
bases and wholesale rate schedules had been adjusted, rates.
would have increased by less than 1 percent. On- the ‘basis of
our own analysis, which included a factor for CWIP allowed by .

wR .. state commissions, we estimated the increase could have been
O ~as littie as §$11.8 million dollars, or O;ZApercent'qf.totaI
—v—*-lm .~ . wholesale revenues reported. ‘ o : ‘

A FPC is projecting, however, that the wholesale rates
g . - . could initially increase to between 1 and 2 perdent.and -
l ' b become a larger percent of total CWIP over the next 5 years.
' This change includes the need for more utilities to retrofit
o ailr pollution control egquipment in existing coal plants, in
1;1I5A1=§ - - plants converting to coal, and the expected large proportion- -

- of coal plants in. new construction with their need for con-.
S trols. o L R
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- incéome would be generated.:

i .

The impact of the in extremis provision appears to be

important but is more difficult to estimate. A sudden down-

turn-in the financial viability of the utility industry could

' result in a number of rate filings with CWIP in the rate base -

" by utilities with large construction program: and financial
. @ifficulties. FPC approval of these rate fiiings could cause
‘large increases in wholesale rates for some ustomers of .
‘utilities that are largely FPC jurisdictional, but the extent =
‘of these ircreases cannot be determined. = - R

" The in extremis pfovision allows FPC to provide prompt .

assistance to utilities in financial trouble.” However, it
_also appears to raduce the incentive for a utility company to .

operate in an efficient and prudent manner.

,Thé;rulehakihg order does not appear to have much im-
pact on ‘improving the utilities' "quality of earnings® by
reducing the amount: of AFUDC-generated  noncash income.

. However, there is some quStion'thatﬂeVeﬁ'this,EPCxconcerﬁf~j_{7'
~ may not be justified.. . The OAF study of July 1976 reported : -
- .that electric power companies floated $1,365 billion in |

bonds (16 percent of ‘all corporate bond offerings) during3-;‘“
the first gquarter of 1976. The .study stated there were no

‘known instances where an electric utility was unable to raise

debt capital during that period. = The study concluded that

. debt capital at prevailing interest rates could probably be:
" raised by the utility industry at competitive costs; i.e.,
‘the costs incurred by other sectors of industry. :

. The tulemaking'order as approved will not affect much - -
of ‘the current CWIP and AFUDC accounts.- As of December 31, -

1975, the amount of CWIP affected by the order represented

only about 6 percent of total CWIP and the capitalized in-

‘terest costs would be only a fraction of that: amount. How-

ever, if a utilityfin-financial‘distressifiled to have its’

* CWIP included in rate base and FPC approved the filing, the

AFUDC account for that utility could be reduced and more cash '

*F,Addifional administrétibe’burdén_ 

should be considered

In addition to the ihpact already discussed, we believe

‘that the Commissioners have not given sufficient recognition

to the additional administrative load the rulemaking will

+ . place on its already overburdened regulatory staff.  The FPC. v
" staff is currently facing a large backlog of rate increase ' - . . . .5
- cases which tontinues to mount. EPC recogni-es the regula- . .
 tory lag problem and is taking step5fto‘allevia:e’thgi,i~;‘LJ_m:-"
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‘the additional impact that would be caused by allowing CWIP
-in the rate base. ' We discussed this problem and FPC's re-

 '”process<and to the staff workload.

M“‘JJAFPENDiX I “ ? ;3.?' "-;- S ﬁ‘;7‘ - '5j; _APPENDiX‘Iff¥ 

©situation. Despite its efforts, FPC expects the existing =

backlog which existed on'June 30, 1975: to increase by 50
percent by the end of fiscal year 1977 withcn:t considering

sponse in our report on "Management Improvements Needed in =

the Federal Power Commission's Processing of Electric-Rate-

V‘Iﬁcrease'cases,“-(EMDf76f9, Sept. 7,fl976)."

'Althbugh‘thefcdmmiSSion is not necessarily expecting

an increase in the number of rate increase filings by utili- . -
ties, the complexity of the filings will undoubtedly increase .
" the analytic requirements by the FPC staff. It does.not ap~

pear that the definition of the environmental costs to pe

* included in the rulemaking is sufficiently clear to avoid an
" additional burden in terms of workload, suspension ‘period,’

and1;e£und‘provisions;ViThe addition of the in extremis pro- .. .:
vision requires that each rate increase filing submitted with

CWIP as a rate base element must be analyzed by the staff and =~ '
. included as an item to be considered in the. regulatory process
to determine the justification for adding CWIP to.the rate

base. ' This could also add to the complexity of the hearing -

. Conclusions

‘The rulemaking oraer,does’ndt‘appéar'tg’adeﬁuétely serve
either of the purposes FPC initially envisioned in November

©'1974. The immediate financial impact appears to be minimal =

and little change will result in the utilities' AFUDC ac-

- ‘counts.

- More importantly, however, the rulemaking-sets a prece-
dent for FEC to depart from its historic “used and useful"

 policy and provides an opening for utilities to cubmit future -
rate increase filings with CWID in the rate bases, e

‘ The greatest impact of the rulemaking will probably be -

. to increase the administrative workload cf the FPC staff,

.. thereby intensifying the regulatory lag problem. This situa-.
" ‘tion is likeiy to result because of the more detailed analysis.

" of rate filings reguired by the FiT staff in ‘assessing (1) the -~
_propriety of environmental costs incurred .and (2) the finan-

‘cial need of the utility submitting the rate filing. . .
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community level. Among these were inadecuate ERR analysis
and documen:itation, failure to consider alternatives and
modificavicns, and difficulties in the historic preservation
review nrocess. - o '

Actions aeeded to improve the quality

of necessary envﬁronmental reviews

_ HUD's part1c1pat10n in the env1ronmental review process
has generally been iimited to (1) providing training and
other guidance to communities, (2) monitoring community
performance, and (3) approving the release of grant funds
based on community certification of compliance with HUD and
NEPA requ1rements. ‘ :

However, to improve the guality of their ERRs, communi-
tles need increased training and better guilance and HUD
needs to do more effective monitoring. HUD sould assume an
expanded role in recponding to these needs,

Training and guidance needed

The need for increased training and better guidance is
supported not only by the guestionable quality of communicy
environmental reviews but also by the number of communities
citing problems.

For example:

--0f the 2€ communities we visited, 22 had problems
with their envirormental reviews, incluading 10
communities which had difficulty determinirg the
scope of the review or desigrning an acceptable ERR
‘format.: . :

--A study performed by the HUD Central Off.ce in
September 1976 showed that communities were having
problems (1) identifying environmental conditions
and impacts and determining their significance,

(2) idertifying ‘and obtaining required data, and

{3) deciding wvnether to consider project modifications
and alternatives.. A number cf communities also
believed a problem had been caused by HUD'S con-
tradictory or inadequate advice. The study indicated.
that community, problemq have. dlmlnlsned since flscal
year 1975. 4

~<A study‘conduccéd by tre Pennsylvania Depéftment of
Community Affairs early in 1976 showed that 29 of

17
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the 74 communities responding to « questionnaire
had protlems with the environmental review pro-
cess - Many of the problems directly related to
the quality of guidance received. ‘ :

An EPA representative, after reviewing ERRS referred by
us, expressed his opinion that communities-are badly. in need

~of environmental training. EPA representatives from Regilon II

in New York expressed similar opinions after reviewing environ-
mental evaluations prepared by communities in that regtion. :
Also, as discussed on page 15, HEW was critical of. the guidance

‘given to the communities.

The HUD Inspector General audit discussed On page 16
cited several reasons for the deficiencies oktserved in com-
munity environmental reviews. These include (1) lack of

- employee training and experience in environmental matters,
' (2) inadequate guidance and ascistance, (3) omissions and lack

of clarity in the environmental regulations, and (4) the
possibility that some communities may not have fully under-
stood or accepted their environmental responsibilities. The
Inspector Gene.al report concluded that communities "“urgently
need substantive training and assistance" to perform their
environmental responsibilities. '

Communities also believe they need training in the
environmental review process. For instance, over 85> percent
of the communities responiing to the Pennsylvania Department
of Community Affairs guestionnaire indicated that such a
need exists. - : :

HUD's philoscphy on training community environmentalists
has been to decentralize responsibility to its field offices.
No training programs have been developed and implemented by
HUD's Central Office for community environmentalists,

HUD regional offices have generally allowed area offices
urnder their jurisdiction to provide technical assistance
through monitoring visits or cther contacts with community
representatives or by formal training sesgions. Eight of
the nine HUD area offices we visited, for example, have
sponsored community development seminars. which. included
environmental concerns as part of the agenda. in addition,

~all of these area offices made monitoring wvisits and had

other contacts with communities in their jurisdiction.
Although we were unable to cbtain specifics regarding the
quality of HUD training or the scope of community coverage,

only 11 of 26 community repre~entatives we intervi»wed could

18



1

*

Nt

£

recall having attended HUD-sponsored seminars. 'However, 24
of the 26 did acknowledge telephone or personral contacts

with HUD representatlves.

HUD recognizes that comwunltles are 1in 1eed of environ-
mental training and guzdance and, since the inception of the
block grant .prograem, various steps have been taken to meet
these needs in addition to thuse described above, as follows:

—-in-house*training ha~ been provided. to HUD field
office personnel.

'-=HUD staffs have participated in env1ronmenta1 semlnars
given by State and local agencies.

~-=Some. KEUD regional cffices have provided unigue
technical assistance to communities, such as the
Kansas City's issuance of a directory to provide
‘grantees with a list of sources for technical assis-
_tance, and the New York Region's use of closed circuit
- televisicn seminars. » :

--HUD awarded a contract on September 30, 1976, for
- the development of a program for training community
cavironmentalists.

To further aid communities in the execution of their
environmental resporsibilities, HUD distributed two technical
publications for use in perforinirg environmental reviews.
Both. "Environmental Reviews at the Community Level--A Program -
Guide"™ which was published in October 1975, and "Interim
Guide for Environmental Assessments” which was sent to
communities in May 1976, were intended as guidance. Use
of the publications is not mandatory. The use of either
publication could help assure consideration of all environ-

‘mental factors prescribed in the HUD regulations and prov1de

communities with an acceptabie ERR format.

The HUD Inspector General audit cited the lack of a
HUD prescribed ERR format as one reason for the reported
deficicacies. In this connection, of the nine communities
whose first-year ERRS we evaluated, only five were planning
to utilize all or some variation of the format in the
above-mentioned publications in preparing ERRs for their
second program year. :
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Improved mon1tor1q3 needed

To assure ‘that comnunities are effectively complylng with
HUD's environmental regulatxons, HUD needs to improve 1ts
monitoring b ogram by performing more indepth evaluatlons of
ERRS. : . C

HUD regional offices were delegated responsibility: for.
developing and 1mplement1nr systems for monitoring grantee .
performance. Regional monitoring systems were designed to
meet general reguirements established by HUD Central Offlce
“and were to include various types of monltorlng activities
conducted by the HUD area offices, -including (1} sch= duled
site visits by program representatives for coveraon of. the
entire community development program at varying leveis of -
intensizy and. (2) specilal site visits to provide invensive
coverage of special problem areas such as the e v1r\nmrnt.
Special site visits for environmental monitoring are asually.
made by environmental clearance officers assigned tc_the
are=a -office. - :

For enwlronmental monitoring, EUD Central Office aas

- specified that "monitorineg should be directed toward as-
ertalnlng procedural compliance." . For example, HUD field
parsonnel. are to determine whether the community has pre-

pared an ERR for each project and whether the community has

generally complied with HUD environmental regulations for
such required elements as (1) describing projects, (2)

determining existing environmental conditions, (3) Ldentlfylng_*

environmental impacts, and (4) considering modifications and
alternatives. However, HUD field offices are not requlred
tc guestion the adequacy of community decisions concerning,
the significance of environmental impacts or determine whether,
all ervxrorwental imnacts have been identified and assessed

In developing monitoring guidelines, HUD fleld offices
generally followed. Central Office direction to monitor only

_r"e procedural asvects of community environmental reviews.
Although some HUD field personnel do more detailed moni-

- toring during individual visits, we were informed that
1n-depth evaluations of the adequacy of community environ=
mental decisions and the substantive quality of environmental
assessments 1s not normally beiny accompllshed durlng HUD .

monitoring wvisits.
Req1ona1 offlces are requlred to submit quarterly

reports of their monitoring activitles to the.Central Office.
Por the 9-month period January 1, 1976, to September 30,

20
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1976, these reports showec that 357 special site visits

for environmental monitoring had been made by che 10 HUD

regional offices.

The Central OQOffice analysis of the envircnmental findings
showed that various problem areas had been identified by
the HUD field offices. The majority of these problems were
of a procedural nature (i.e., improper drawdowns of grant.

funds; improper advertising to the public; and inadequate

ERR documentation). However, several HUD regions did 1identify

substantive problem areas {(e.g., identification and assess-

ment of environmental impacts; and historic analysis).

CONCLUSIONS

We believe that environmental reviews are not needed.

" in many cases because ¢f the environmental insignificance

of some types of community projects. For such projecte,
realistic determinations can be made before any detailed
review that expected impacts will not be cignificant,

Elimination of environmental reviews for certain types
of projects would streamline the review process and allow

~communities to (1) have more immediate use of grant funds,
(2) have more grant funds available for projects, and (3)

perform more effective reviews for significant projects.

' Also, some communities are not effectively carrying -
out their responsibilities because, in performing environ--

mental reviews, they are not

--totally describing the work to be performed or
defining the environmental conditions existing -
in project areas,

==identifying and evaluating all environmental impacts
of proposed projects,

--considering modifications to or alternatives for
proposéd projects, or

—-performlng the required hlstorlc analysis of
properties 1n project areas.

We believe these problems have resulted from in-
;dequate training of and guidance to communitvy environmental-
1sts. We also believe that these problems will continue if
indepth. evaluations of comaunity env1ronmental rev1ews are -
not made by HUD.

21
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RECOMMENDATIONS

_ To make the environmental review process easler and to
make sure tpat ‘communltles carry out their responsibilities,
the Secretary uf Housing and Urban Development should:

"~=Work with. the Council on Environmental Quality to
1dentify, and exempt from review, those in-
significant types of projects which do not need
environmantal reviews.

~=-Clarify and expand the Department's environmental
review procedures, particularly the scope of enviren- '
mental reviews required by communities.

"--Establish a mandatory environmental review format
for communities to use. : :

-~Emphasize training of community environmentalists.
~--~Revise the Uepartment's monitoring procedures, So
communities' environmental reviews are .evaluated

indepth.

AGENCY COMMENTS AND OUR EVALUATION

) We provided CEQ, TPA, HUD, and HEW with the opportunity
to comment on. the matters discussed in the report. Their
cemments follow. (See apps. II through v for the agencies'
responses.) " i o

CEQ

-

The Counci] said that. the report's recommendations would

- greatly improve the environmental review process for the block

grant program and were basically similar to its own evalua-
tion and recommendations.

EPA essentially agreed with the conclu-ions reached in
the report. EPA said the report findings coincided with 1its
own exoerlence with thé program. In add:ticn, EPA said that
the recommendations seem eminently reasonable.’ '

HEW agreed that HUD need not attempt to review the:

‘environmental impact of -all Federal actions, and that HUD

22,



should identify thosc programs and activities whlch do not
have the potential for producing an environmental impact--

and exclude them from unnecessary and time. consuming paperwork, ™

However, HEW sald care must pe taken because historic prop-
erties are not always thought of in terms of env1ronmental

- protection and there should be some provision for revicw of

actions with potent1al for sroducing impacts on hlstor;c
propertxes. ~ . :

HEW's concern regarding historic properties is well _
taken. 1In developing our criteria to classify projects. whicn.
we believed to be environmentallv insignificant, we. recoqnxzed 
that for some projects a determlxatlon of the projects' effect
on historic properties may De necessary. (See p. 8.)" .

HEW also said that there was a need for technical
assis:ance to those intimately involved in program affairs
in order to improve the quallty of environmental documents.

‘HUD

HUD agreed with our recormendations a=d plans to 1m--
olement them as discussed below. HUD said that our fxndlngs
were substantially in agreement with its December 1976

.Inspec*tor General audit report and other information which

has come to its attention. HUD said it was soliciting
criticism of the existing regulations (Z4 CFR Part 58) and.
suggestions for their improvement before making a major
revision of the environmeéntal procedures in the fall of
1977 which will include identifying the types of activities
unlikely to involve significant adverse environmenial '
impacts and exempting them from the current procedural
requirements. In addition, HUD said that it will

--expand and clarify the rev15ed requlations to better
define the scope of reviews which are requlred of
comwurltles, :

--require a standard ERR format, and

--revise its monitoring procedures to reflect its
.concern about substantive compliance wlth the
objectlves of the 1974 act.

Finally, HUD said that the need for training. grantees
in the environmental review process is unquestioned . and the
development of a training program should be completed by
late summer 1977. The first courses under this program are .
scheduled for September 19717. ‘

23
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"We believe the above acticens, 1f properly implemented,
" should resolve the problems discussed by our review.

24
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CHAPTER 3
SCOPE OF REVIEW

We made our review at HUD Central Office in Washington,
D.C.; 4 HUD regional offices; 9 HUD area offices; and 26
communities in 8 States. (See app. I for listing of HUD

‘andjcommunity locations.)

. We reviewed environmental and grant files and other
documents and reports., We also interviewed officials and
other representatives of HUD, communities receiving block
grants, EPA, HEW, CEQ, and consulting firms hired by
communities to make envxronmental reviews,

For 9 of the 26 communities visited, we evcluated. the
adequacy of their environmental reviews--supplementing our
evaluations with technical input from EPA and HEW regional.
offices in Philadelphia, Pennsylvania. o

"For all 26 communities visited, we examined a _
selected number of environmental reviews to determine the
types of projects being assessed and evaluated the need for
such assessments. . .

25
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APPENDIX. I

APPENDIX T

HUD REGIONAL AND AREA OFFICES AND COMMUNITY

LOCATIONS VISITED DURING OUR REIVEW

‘

Communities

HUD
v Area o Fiscal year:
Region  Location office Location -1975;grahts'
(thousands)
2 New York,  Camden,.  Camden, N.J. 'Sls,SSJ}O‘
N.Y. - N.J. Vineland, N.J. - 1,519.0
' ’ - Burlington County, ST
New Jersey . 509.0C
Trenton, N.J. 5,097.0
Newark, N.J.. New Brunswick, N.J.. 1,399.0 -
Lambertville, - . 84.0
N.J. . e
3 Philadelphia, Philadelphia, Philadelph:ia, SR
Pa. : ' Pa. Pa. 1 60,829.0
: o ‘Harrishurg, Pa. -2,482.0
Lancaster, Pa. -4,208.0
Scranton, Pa. - 7,747.0
Reading, Pa. - 4,186.0
Carlisle. Pa. . 210.0
Wilmington, Del. -4,490.0 .
?ittsburgh, Allegheny County,_v_‘ B
Pa. " Pa. © 6,456.0
Monessen, Pa. 2,069.0
Bultimore, Baltimore, Md. ~ 32,749.0
Md. - A
.7 Kansas City, Kansas City, Kansas City, Mo. 17,859.0
Mo. Kans. Kansas City, Kans. 6,206.0
: Arkancas City, - '
Kans. . S 274.0.
Omaha, Neb. .. 71,390.0
Omaha, Neb. Lincoln, Neb. o - 486.0
9. San Francisco, San Francisco, Berkeley, calif. :'2;812;0
Calaf. Calif. Fresno, Calif.. .= 10,038.0
Los Angéléé,‘» Los Angeles County, ' B
Calif. - Calif. ‘ ~10,099.4 .
: Anaheim, Calif. - 511.0
‘Baldwin Park, - S
Calif. _‘118.4» ‘
26
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DEPARTMENT QOF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, D.C. 20410

June 30, 1977

OFFICE OF THE ASS5ISTANT SECRETARY
FOR COMMUNITY PLANNING AND CEVELOPMENT "N REFLY REFER TG:

CSM

Mr. Henry Ecschwege

‘Director, Community and Economic
. Development Division.

-General Accounting Office
Washington, D. C. 20548

Dear- Mr. Eschwege:

This is in respense to your May 12, 1977 draft report: Community Development ‘
Block Grant Environmental Reviews At The Community Level: Are They Needed?
Are They Adequate?

made in the audit report issued December 29, 1976 by HUD's Office of

Inspector General and with other information which has come to my atten-

tion. They support your recommendations, which I find most helpful and
-~ ’ which I intend to implement, as follows:

On May 16, 1977, we published in the Federal Register a. Notice of Proposed
Rulemaking (42 FR 24755), soliciting comments from agencies and the general
public concerning the Community Development Block Grant (CDBG) Environmental
Prccedures which are contained in 24 CFR Part 58.- The Notice, a copy of
which is enclosed,.also solicits criticisms of the existing regulations and
suggestions for their improvement. We plan a majer revision of thesge
procedures in the early Pall, utilizing comments received in response to the
Notice, from your audit and the one conducted by cur own Inspector General
and any changed national policy guidelines emanating from the proceedings
‘currently underway at the Council on Environmental Quality.

More specifically, we do intend to identify types of activities which are
unlikely to involve significant adverse environmental impacts and exempt
them from the procedural requirements of 24 CFR Part 58. Long before join-
ing HUD, I recognized the need for this and action to brxng it about.was one
of my first priorities upon assuming office.

When these regulations are revised, they will be expanded and clarified, not

with a view toward. increasing their complexity, but, as your report suggests,

to better define the scope of reviews which are requxred to be carrxed out
.by communltles.

27
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The environmental review record format contained in the guidebook
Environmental raviews At The Community Level wiil, as you recommend, become
a required format. This should aid the communities in the formulation of
their administrative records and will ai¢ HUD in its monitoring efforts. It
will also bring an element of uniformity to the procedures, the lack of
which has, in the past, made it difficult for HUD staff to assess perfor-
mance. : . :

1 am aware that the Department's monitoring policy has, in the past, focused
primarily upon the review of procedural compliance. However, that limited
policy is not the policy of this administration, a= the Secretary has
informed the Subcommittee on Housing and Urban Affa.rs of the Senate.

Our concern about substantive compliance with the objectives of the Housing
and Community Development Act of 1974 was communicated to both HUD personnel
and to. the CDBG grantees on April 15, 1977, ‘Also, on April 6, 1977, I )
advised our Pield Offices that the CDBG Monitoring Handbook (6500.1),
mentioned in your report, will be revised to reflect this new policy and we
are now in the process of seeking Field Office recommendations on such '
revicion. We intend to preserve local initiative and flexibility in the
CDBG Program, but I can assure you, we shall better inform ourselves in the
futurs as to the substantive performance of its grantees, !

The need for training CDBG grantees in the environmental review process i~
unquestioned; the feasible method of providing it is difficult to identifyv.
A5 you point. out, there are sever-l thousand communities and they are not
eabily categorized in terms of reed for this kind of. training.

We have, as you mentioned, contracted for the development of a training pro-
gram. This should be completed by late Summer, but I cannot, at this time,
indicate exactly how, or to what extent, we will be putting it into effect.
I can report that we have scheduled, as a test, the first two one-week

_courses of training under this program. These will be held the weeks of

September 12-16 and September 26-130, 1977.

I can assure you that to the extent our resources permit, we shall make every
effort to provide the Kind:; of training and guidance which your report
demonstrates is needed at the local level. We shall, tor instance, through
our changes in monitoring policies, become more directly available to. the
localities than we have been in-the past and more willing to express objcc-
tive judgments about local performance. This, in itself, will serve as a
neans of delivering training and technical gquidance considerably more exten-
sive than has been delivered previously. ) :

Your report is most constructive and helpful and I want you to know it is
received with appreciation. :

28
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(See GAO note bélow.[

]

While the matters contained in your report will be taken into account by us
when we undertake to revise 24 CPR Part 5B, it occurs to me that you, or.
wembers of your staff might have additional comments, sudgestions or criti- .
cismgs not mentioned in the report. If this ir, the case, your additional
response to the attached Notice would be most helpful. ; o

' ) ) Sincerely,
. R . . /L«\a

- -Robert C. Embry, J
l > Assistant Secretar

GAO noce: The deleted comments relate to matters which
were discussed in the draft report but omitted
in this final report. : o
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DEPARTMENT OF HEALTH,..EOUCATIOV. AND WEILFARE
OFFICE OF THE SECRETARY
" WASHINGTON TC 20201

JUH 101977

Mr. Gregory J. Ahart
Director, Human Resources
Division ‘ _
U.S. General Accounting Office
_ kwashington, D.C. 20548 .

Dear Mr, Ahart:

The Secretary asked that I respond to your May 13 request for the
Department's cosments on yot.” draft report, "Community Oevelopment
‘Block Grant Envirormental Reviews at the Community Level: Are They
Needed? Are They Adequate?" Cur comments, prepared by the Office
of Environmental Affairs, are enclosed. »

We aopréciate the opportunity to comment on this report in draft

form. ’
Sincerely yours,
T b
N A {3
Thomas D. Morris
Inspector General
Enclosure
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Comments of the Department of Health, Education, and Welfare (Office.
of Environmental Affairs) on.the General Accounting Office Draft Audit
Report, -"Comunity Development Block Grant Environmental Reviews at
the Community Leve!: Are They Needed? Ara They Adequate?"

The Office of Env1ronmenta1 Affairs has rev1ewed the subJect report
and has the fo1low1ng comments: -

A key meSSage conta1ned in the GAO report is that HUD (and cther
agencies) need not attempt to review the envirommental impact of all
Federal actions, anc toat HUD (and the other Federal agencies) should
identify those programs and activities which do rot have the potential
for producing &n environmental impact--and exclude those actions from
unnecessary and time-consuming paperwork. :

The Office of Environmental Affairs concurs with this aoproach, and in
fact, implements the approach in its Generic Review process. However,
care must be taken .in usir3 this approach on historic properties anu

" other protected assets which are not always thought of in terms of
environsental protection:. Some of those activities identified by GAO
would, based upon the exparience of this office, appear to have the
potential for producing Impacts on historic proparties. GAQ's approach
therefore should contair some provision for review of the actmon; with
this in mind.

The GAO report also speaks tc the need for technical assistance to those
intimately involved in program affairs in order to improve the quality
of environmental documents. The Ofiice of Environmental Affairs concurs.
in this approach, While the opporiunities are limited for this office .
to engage in technical assistance, the need exists and with required
resources, we would be more heavily engaged in this activity.

-3



e

PR

. APPENDIX IV - i | - - APPENDIX [V

EXCCUTIVE OFFICE OF THE PRESIDENT
COUNCIL ON ENVIRONMENTAL QUALITY
722 JACKSON PLACE. N W
WASHINGTON. D. C 20006

JUN 7 1977

" Dear Hf.5Eschwege;

Thank you for your May 12 letter reduesting-the Council's

comments on y»ur draft report examining environmental

: resansibi1ities in the community development block graht
" program of the Department of_Housing and. Urban Development.

The-Council believes that . the report's recommendations would
greatly improve the environmental review process for the
biock grant program, and we encourage you to issue the

“report as soon as possible. We have recently completed our

own evaluation, and our recommendations are basically similar.

" A copy of our report is enclosed.

. Thank you for providing us the opportunity to comment on

your report.
Sincerely,

AeSEtn

J. Gustave Speth
lMember

1r. Henry Eschwege
Director

' Community and Lconomic Development Division

General Accounting Office
Washington, D.C. - 20548

Enclosure

cc: Honcrable Patricia R. Harris.

Secretary of Housing and Urban Development
Washington, D.C. 20410
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§ UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
"a‘,,,oﬁc**; ' WASHINGTON, D.C. 20460 ‘

| S 15177

OFFICE OF.
. PLANNING AND MANAGEME’NT
Mr. Henry Eschwege
Director, Community and
Economic Development Division
U.S. General Accounting Uffice

. Wasliington, D.C. 20548

Dear Mr.'Escthger

| We have reviewed y&ur-draft report on "Community Development
“Block Gfant Fnvironmental Reviews atvthé Community Level: Are They
Needed? Are They Adequafe?",and,essentialiy agree with the concluéions
reached. The findings it contains coincide with our experience with
this program, and the recommendations,which the General Accounting

Office has based on these findings seem eminently reascnable to this

- Agency.

~ Sincerely yours,

- T

tzng Ass stant Administrator
for Planning and Management
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APPENDIX VI

APPENDIX VI -

PRINCIPAL OFFICIALS OF THE DEPARYHENT OF

HOUSING ‘AND URBAN DEVELOPMENT

RESPONSIBLE

FOR ACTIVITIES DISCUSSED IN THIS REPORT

Tenure of offlce )

From
'SECRETARY OF HOUSING AND
URBAN DEVELOPMENT:
Patricia Roberts Harris Jan. 1977
Carla A. Hills . : Mar. 1975
James T. Lynn : o Feb. 1973
ASSISTANT SECRETARY FOR COMMUNITY
" PLANNING AND ‘DEVELOPMENT: )
Robert C. Embry, Jr. ' Mar. 1977
John Tulte (acting Deputy)} . Jan. 1977
Warren H. Butler (acting) : Nov. 1976
David O. Meeker, Jr. Mar. 1973
38455
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Jan. 1977,M
Feb. 1975

Present :
Mar. 1977

- Jan.: 1977 .
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